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The Funk Plan 


By Paolo Fonzi 


1 The Reichsbank’s prospective stance on monetary 
issues in 1940 


Before considering the drawing-up of the Funk Plan of summer 1940 it is 
necessary to briefly outline the Reichsbank’s attitude towards the main 
monetary issues dealt with in the plan. This attitude was affected consider- 
ably by military developments in the earlier phase of war. 

A good perspective from which to approach this topic is that of the 
Reichsbank’s Economic Research Department (ERD), which provided the 
Reich’s central monetary institution with in-depth analyses of the state of 
the world economy and possible future scenarios. The topics at the centre 
of the ERD’s reflections can be broadly summarized under a few headings: 
economic and currency blocs; alternative exchange rate systems; role of gold 
in international transactions; relative price levels in Germany and other 
countries of the same economic area (or ‘greater space’); self-sufficiency 
inside each bloc; and finally the perspective of European unification. 

In a series of memos drawn up between March 1940 and the western 
campaign of the summer—autumn, the ERD considered relevant aspects of 
foreign monetary relations. A memo dated 8 March contained ‘an attempt 
to outline an economic programme for the peace to come’! The future 
peace settlement, it was assumed, would significantly differ from the hated 
Versailles system in that it would seek to establish a balanced and stable 
world economy. The anonymous drafter predicted that the post-war era 
would witness a general tendency of capitalism to evolve into a state-reg- 
ulated economy, a metamorphosis that he pompously labeled ‘the end of 
capitalism’. While condemning the chaotic state intervention that most 
countries had introduced as a consequence of the Great Depression, the ERD 
official believed that in a post-war settlement the role of the state would 
be that of a looser controller of the economy, especially in reference to the 
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international flows of money and trade. In order to achieve this, however, 
the current degree of state control was to be maintained in order to over- 
come the economic upheavals of the immediate post-war period. For at 
least twenty years, balance of payment controls, the rationing of raw mate- 
rials, and clearing agreements were to remain in place. A balanced world 
economy would in the end take shape. As it has already been mentioned, 
the large role of the state would mean that this would no longer be the old 
liberal economy, but a polycentric system divided into currency blocs. As we 
shall see, a well-entrenched notion of currency blocs can be seen in any of 
the plans envisaged by the central bank, government institutions, or even 
private organizations or individuals; but the features of these blocs — their 
extent or exchange rate structures — vary considerably according to several 
factors, including contingent war developments. In the 8 March memo six 
blocs are envisaged, each with a strong currency at its core: the Reichsmark, 
the pound, the dollar, the yen, the French franc and the lira. Fixed exchange 
rates within each bloc and a regime of managed float between the currencies 
of different blocs would provide the ideal balance between exchange rates 
and price stability. To work, this system would require supervision by the 
Bank for International Settlements and a collaborative attitude by the major 
economic powers that should balance two principles: autonomy, and the 
integration of the world economy. This latter observation was not devoid of 
self-criticism: prioritising internal stability was exactly what the Reichsbank 
had been doing, sacrificing integration into the world economy. 

Another memo, dated 30 March (‘Possibilities of a general currency 
adjustment after the war’), dealt with the issue of phasing out the multiple 
exchange rates that (as we have seen, particularly in Chapters 5 and 6) had 
given the Reichsmark different values according to different types of trans- 
actions. Even more decisively than the previous one, this memo advocated 
a complete reversal of German policy, which was to be achieved both by 
devaluing the Reichsmark by 50 per cent and by creating a fixed exchange 
rate area in Europe. ‘After a real peace treaty’, the memo continued, ‘that will 
bring about a clarification of the political situation and lead to a widespread 
predisposition to reconstruct healthy interstate economic transactions, 
Germany should do away the soonest possible with all the differentiations 
[between Reichsmark values]. From the point of view of monetary policy 
this means an adjustment of the exchange rates to the actual market value, 
that is, a devaluation of the Reichsmark’.2, What had caused such a change 
in the Reichsbank’s attitude towards a proposal that, as we have seen, it 
had firmly opposed up until the war? The main reason is what at the time 
seemed the likely prospect of victory for the German Reich. A victorious 
peace was regarded by the central bank as the ideal moment to introduce a 
measure that had previously been ruled out for fear of losing the German 
public’s confidence. In the victorious post-war environment, people would 
accept moderate inflation. Indeed, inflation would have the positive side- 
effect of neutralising the excess of purchasing power generated by war 
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financing. As for its second proposal, the memo advocated the creation of a 
fixed exchange rate system in several stages: first with Southeastern Europe 
(Romania, Bulgaria, Yugoslavia, Hungary and Slovakia), then with the Baltic 
and Western states (Denmark, Norway, Sweden and Finland), and finally 
with Italy. 

While confirming these proposals (devaluation of the Reichsmark by 40 
per cent immediately after the end of the war and the creation of a European 
exchange rate system), a third memo drawn up two and a half months later, 
on 20 June,? envisaged the formation of six currency areas with an impor- 
tant difference: Unlike the memo of 8 March this document envisaged the 
formation of a Russian currency area instead of a French one. This was prob- 
ably on account of the impending defeat of France, and of the prospect that 
the settlement reached with the Molotov—Ribbentrop pact would remain 
valid after the war.* The German currency area was to include Belgium, the 
Netherlands, Scandinavia and Southeastern Europe, whereas the Italian one 
would be limited to Greece, Spain and Turkey. Reparations in gold would 
be used by Germany to create an exchange equalisation account, that is, to 
set up a reserve account to be used in case of a balance of payments crisis 
without modifying the exchange rate. This memo also returned to the 
controversial theme of mark devaluation, expressing doubts about whether 
it was really necessary. On the one hand, the drafter argued that the general 
price increase in most economies was automatically leading to a general 
levelling of prices in all European and most non-European countries. On 
the other hand, maintaining the pre-war parity with gold would make the 
Reichsmark much more attractive as a reserve currency. This would make 
for something of a reward to Germans for the sacrifices made to maintain 
price stability. Nevertheless — in a demonstration of the uncertainties that 
characterized Nazi institutions at the time - the memo concluded that by 
devaluing the Reichsmark, Germany would avoid the same mistakes Great 
Britain had made in 1925 when it returned to the gold standard at an over- 
valued parity. The option of devaluation was still, therefore, regarded as 
both feasible and useful. Considering these doubts, it is not surprising that 
in a subsequent, slightly revised version of the same memo the devaluation 
proposal was completely dropped and replaced by a rather generic statement 
that this issue would only be decided upon later, once international devel- 
opments permitted a better assessment of the situation. 

We may summarize the changing attitudes of the Reichsbank in those 
crucial months by saying that following the first German victories, the 
formation of a German currency area became a very likely prospect, although 
military developments changed the way the central bank regarded the rela- 
tion of this area to the outer world. Until the western campaign a Reichsmark 
devaluation was sometimes considered a necessary precondition for re-estab- 
lishing stable exchange rates in an international system divided into several 
‘greater spaces’. Over the course of a few weeks this prospect changed, both 
because inflation developed in most European countries while the German 
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price level remained relatively stable, and because the victory over France 
changed the political and economic outlook: After June 1940 the area over 
which Germany expected to extend its control increased enormously. As 
Gustav Schlotterer of the Reich’s ministry of economics observed in a speech 
in October 1940: ‘[T]o put it briefly, Germany is now the dominant power 
in Europe and therefore the production costs existing in Germany must be 
considered as the standard in Europe.’ He saw any estimates of the optimum 
exchange rate as premature, adding however that ‘it is clear that the price 
level of the other economies has to gear itself towards our price level’.° 

This leads us to consider two further issues which were relevant to the plan- 
ning phase of summer 1940: that of an autarkic Europe, and that of a mone- 
tary unification of the European economies. Several ERD memos examined 
whether Europe might become self-sufficient after the war.’ They all came 
to the conclusion that complete autarky was impossible, as the continent 
would always be dependent on foreign imports. A document attached to 
the memo of 20 June 1940 stated that production of breadstuffs and fodder 
cereals might be increased by a rationalization of Polish and South European 
agriculture. Some imports might have been delivered from the colonies of 
countries in the greater space, such as those of the Netherlands or Belgium. 
But fat and many raw materials would have to be imported through normal 
trade from outside.’ This attitude was upheld throughout the war, even in 
early 1941 when planning for the eastern campaign was underway and many 
institutions thought that the USSR’s foodstuffs and raw materials would 
make the greater space autarkic.? If self-sufficiency was impossible, the issue 
of inter-area payments, and the role of gold, had to be considered. 

We have already mentioned the Nazis’ ambivalent approach to gold. On 
the one hand, some bankers were seen by the regime as gold supporters (and 
Americanophiles); on the other, many highly ideological German econo- 
mists and party officials branded gold as a typical expression of liberalism 
and a tool used by Western powers to affirm their global supremacy. For 
its part, the Reichsbank generally favoured the reintroduction of gold for 
the purpose of pegging currencies to a stable and universal value, but — 
in common with the generally held view in Western Europe and in the 
United States — it was against a return to the gold standard mechanism of 
gold convertibility. The pure gold standard was considered outdated and 
incompatible with an ‘independent economic policy’ and the concept, 
prevalent in Germany and elsewhere, of ‘managed money’. The solution 
proposed in most of the Reichsbank’s memos was thus something of a ‘third 
way’ between national monetary autonomy and a commitment to external 
convertibility. Most memos proposed the establishment of a fixed parity to 
gold, but alongside the introduction of a legal provision in the Reichsbank’s 
statute allowing parity changes in time of crisis or in case of war.!° 

Let us now turn to the second theme mentioned above, the monetary 
unification of Europe, a topic that had come to the fore in 1938 with the 
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Austrian Anschluss and the annexation of the Sudetenland (the part of 
Czechoslovakia attached to the Reich in 1938). 

At that time, the Austrian price level was well below that of Germany. 
At the existing exchange rate, the union would have meant a price level 
increase in Austria, more expensive Austrian exports, and consequently 
the necessity of subsidising them. The Reichsbank proposed delaying the 
monetary union" and first implementing a state-controlled price increase 
in Austria.!? However, political reasons prevailed, and the Reichsbank’s 
proposal was refused. The monetary and customs union was achieved with a 
huge revaluation of the Austrian schilling: by 30 per cent.’ When the same 
issue arose with reference to the Sudetenland, the central bank repeated its 
warnings. Again, the union was implemented immediately and in a similar 
way — that is, with an exchange ratio corresponding to a devaluation of the 
Reichsmark, a choice advocated by the economic section of the office of 
Konrad Henlein, leader of the Sudeten German Party.’ The central bank’s 
concerns about the negative effects the monetary union would have on the 
Sudeten economy and in Austria turned out to be correct.’ This meant that 
the Reichsbank’s opinion was taken seriously in the following years, when 
the customs and monetary union with the Protectorate of Bohemia and 
Moravia" (the first non-German region with which a monetary union was 
realized) was on the Reich’s agenda. The monetary union between Germany 
and the protectorate was realized in a way very similar to that advocated by 
the Reichsbank for Austria and the Sudetenland. The Reichsmark became 
legal tender in the annexed part of Czechoslovakia as early as 16 March 
1939, with an insignificant change in the exchange rate, while the customs 
union, which was needed for full market integration, was delayed until 
October 1940. In the meantime a policy of controlled inflation slowly made 
price levels in the two countries more homogeneous. 


2 Different strategies for the unification of Europe 


After the Reichsbank studies discussed above, France’s defeat prompted the 
major German economic institutions to design comprehensive plans for 
the reorganization of Europe’s economy after the war. In mid-June 1940 
Walther Funk and the state secretary in the Reich’s ministry of economics, 
Friedrich Landfried, were summoned by Hermann Goring, who by that 
time had ascended to the role of an economic dictator within the Nazi 
power structure.!” On that occasion Funk was charged with the task of plan- 
ning the future European economy. This broad assignment was formalized 
by a decree a few days later (on 22 June), which specified three issues to 
be addressed: coordination of the German economy with the economies 
both in the areas incorporated into the Reich and in the occupied areas; 
economic settlements with enemy states; and the economic reorganization 
of Europe and its relations with the world economy.'® Although a fierce 
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struggle ensued with the foreign ministry over the competence to deal with 
this issue, Göring managed to assert himself over the foreign minister, von 
Ribbentrop. In fact, Hitler wanted the political aspects of this New Order to 
remain in the background. Political issues had to remain undecided until 
the end of the war, in order not to make promises before the balance of 
power among belligerents had been definitively settled. Discussion on the 
greater space therefore focused on technical matters such as foreign trade 
and currency issues. The Reich’s ministry of economics was the natural 
candidate for accomplishing this task, having been entrusted, since 1934, 
with increasing powers regarding foreign trade and currency regulations. 
To undertake Göring’s assignment, Funk created a special branch within 
his ministry: the Preparation and Order Section (Abteilung Vorbereitung 
und Ordnung or VO Section). This was headed by Gustav Schlotterer, who 
in his early career had been economic consultant (Gauwirtchaftsberater) of 
the Nationalsozialistische Deutsche Arbeiterpartei (NSDAP) and head of the 
Hamburg Ministry of Economics (Behörde fiir Wirtschaft), and had strong ties 
with the commercial elites of that city. In 1935 Schlotterer had joined the 
ministry of economics, his appointment being directly requested to Schacht 
by Hamburg’s Mayor, Karl Krogmann.” By 1940 he was director of the Export 
Branch (Abteilung E) of the Foreign Trade Section (Hauptabteilung V). 

The first meeting of the VO Section, held at the beginning of July, was 
dedicated to a discussion of the currency regime to be implemented within 
the greater space. Three alternatives were considered: a full monetary union 
with a single currency, the Reichsmark, in annexed countries; a looser union, 
whereby the Reichsmark would be introduced in foreign countries alongside 
their respective national currencies, to which it would be linked by fixed 
exchange rates; or a monetary federation, in which national currencies would 
continue to be in circulation in each member country, with fixed but adjust- 
able exchange rates vis-à-vis the others. The choice would depend on the 
degree of each country’s political and economic integration with the Reich. 

A second idea discussed at the meeting was the creation of a European 
bank,?° which would act as a central clearing house to settle the accounts 
between members of the greater space. It would also act as a supranational 
authority, intervening in the event of permanent balance of payments 
imbalances by imposing an adjustment either of the exchange rates or of 
domestic policies. 

On these two issues — the currency regime and a European bank - the 
Reichsbank held a sceptical attitude. Regarding the currency regime, being 
afraid to introduce the Reichsmark in formally sovereign countries, it only 
accepted the idea of a monetary union with annexed countries such as 
Austria and the protectorate although, as we have seen, the Reichsbank had 
advocated a cautious approach in these instances, too. On a larger scale, 
with countries not politically annexed, any sort of monetary union was 
rather to be the end point of a long process of economic integration. 
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On the second issue, the central bank bitterly criticized the European 
bank proposal, as this would undermine the Reich’s prestige. ‘The basis 
of any future organization’, according to the Reichsbank, ‘will be the 
Reichsmark and the Reichsbank; any higher international monetary institu- 
tion is unacceptable’.?! It is easy to see why, because for the Reichsbank the 
whole issue was primarily a power struggle, as the new institution would 
constitute a threat to its authority. Its opposition, however, also involved 
a different attitude to the future payments system for the greater space. 
The Reichsbank memo stressed that creating a supranational institution 
to manage the clearing system would inevitably crystallize the existing 
forms of trade and foreign exchange control. The challenge was therefore 
to make an orderly transition to the totally different, long-term objective 
of constructing the greater space with the widest possible liberalization of 
international payments: ‘the desired final state - complete freedom of cross- 
border payments and even, if possible, a single currency — must be devel- 
oped organically and without ruptures from the monetary conditions now 
prevailing’.”? The strategy endorsed by the Reichsbank proposed to maintain 
the existing clearing system and the foreign exchange controls, but simulta- 
neously to take three measures aimed, in the long run, at liberalizing foreign 
monetary relations: To establish fixed exchange rates among the European 
currencies; to transfer all payments arising from the clearing agreements to 
a single account; and to induce the central banks of the clearing partners 
to accept a trade credit in case of a surplus in their trade balance. With 
exporters being paid, the domestic money supply would grow, with a conse- 
quent increase in price level according to the mechanism we have described 
in Chapters 5 and 6. The Reichsbank considered the resulting inflation as a 
positive development, because it would adjust the price levels of the greater 
space countries to the higher price level existing in Germany.” 

The Reichsbank’s attitude towards monetary union can be understood 
more clearly by considering its reaction to a plan drawn up in June 1940 
by Erich Neumann, state secretary at the Four-year Plan Organization. 
Neumann proposed to keep the so-called Reichskreditkassenscheine in 
circulation in the occupied Western countries. These were notes issued by 
special banks to supply the invading troops with readily available cash for 
purchases in the occupied countries. As the RKK-Scheine’s denomination 
was in marks, Neumann considered his proposal as a preliminary stage to 
the monetary union, which was to be completed by the introduction of the 
Reichsmark. Neumann’s plan was rejected by the Reichsbank. The central 
bank argued that if the Reichsmark became legal tender outside the Reich, 
its stability would be endangered.”4 

In the private sector the idea of a monetary union or, at least of fixed 
exchange rates with more developed European countries, had many advo- 
cates. As an industrialist from Würzburg expressively wrote in a letter sent to 
the local Foreign Trade Office (Aufsenhandelstelle) around the same time: ‘[I]n 
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order to stimulate the economy it seems desirable to create the widest possible 
monetary area in Europe. To this end the different currencies of the European 
countries should at least be put in a fixed exchange relation with each other, 
so that calculations in terms of foreign currencies could be made easier. Surely, 
introducing a single currency in Europe would greatly facilitate everyday 
work. Presumably, a single currency would meet with insuperable obstacles, 
but establishing fixed exchange rates is absolutely necessary’.2> Monetary 
unification was considered the swiftest and easiest way to liberalize economic 
relations in Europe. It would also allow the Reich to acquire control of impor- 
tant companies in the defeated countries — what was then called ‘capital inter- 
locking’ (Kapitalverflechtung) — thus laying the foundations for Germany’s 
future economic predominance in Europe. In the meantime, by declaring the 
Reichsmark legal tender in other countries, the Reich would have unrestricted 
opportunities to purchase everything it needed for its war economy, some- 
thing which was not always possible when Germany had to force the central 
banks of the occupied countries to grant loans to the occupier. 

In the midst of often undefined or, worse, confused ideas about the future 
economic structures of Europe — ideas that the Reichsbank looked at with 
skepticism if not radical opposition — we can consider the ‘Europa-Standard’ 
proposed by Werner Schmidtbeil, an industrialist and self-styled economist.”° 
Schmidtbeil supported the creation of this special currency for use exclu- 
sively in international transactions within the greater space. Schmidtbeil 
also advocated the creation of a central European clearing house to manage 
intra-European payments on a multilateral basis. Promoted through books 
and conferences, the proposal was part of a rather confused political theory 
of ‘teal’ socialism which, in polemic contrast to communism, would endorse 
private property and individual initiative. Schmidtbeil’s ideas drew the 
attention of several German institutions and were widely discussed in the 
press.?” Just as in the case of the European Bank, the Reichsbank rejected 
the proposal, arguing that the Europa-Standard would crystallize controls on 
foreign exchanges and definitively rule out any form of free market. 

It can be concluded that the Reichsbank approached the issues arising 
from planning the greater space with a general view to achieve payment 
liberalisation in Europe. Nevertheless, the Reichsbank considered it impos- 
sible to achieve this goal by immediately lifting any controls on cross-border 
transactions, and preferred to maintain, initially, the existing forms of 
foreign exchange control that had been introduced from 1931. The central 
bank’s approach held that creating a new supranational regulatory system 
would definitely crystallize the regime of strict controls. It considered easier 
to eliminate them through a cautious policy of liberalization. 

Owing to the opposition of the central bank and to the feeble support 
it received, the monetary union proposal was very soon dropped. During 
the second meeting of the VO Section, which took place a few days later, 
Schlotterer envisaged a closer integration with a small number of countries 
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(the Netherlands, Belgium, Denmark, Norway) in the form of ‘an economic 
and monetary union’, but this was not to be done until a preliminary price 
adjustment had been accomplished. This would develop as a consequence 
of exploitation by Germany using clearing and occupation costs. It was 
also to be accomplished by eliminating subsidies for German exports to 
the countries in question. As these countries were forced to buy German 
products, eliminating the export subsidies would increase the prices of 
their imports, thus stimulating a moderate inflation in their economies, 
which would produce an alignment with the higher German price level.?® 
The idea of creating a supranational institution was withdrawn as well. The 
proposal to multilateralize the clearing system, launched by the Reichsbank 
in its memo of 6 July, was adopted by the section headed by Schlotterer.”? It 
enjoyed broad support and formed the core of the plan submitted by Funk to 
Göring?’ and to the other economic institutions a few days later. According 
to this strategy, the current bilateral clearings were to evolve, as described 
in Chapters 5 and 6 into a multilateral central system (Zentralclearing). The 
intention behind the proposal was to make cross-border payments work 
more smoothly*! than under the current system, which was fragmented 
in a great number of bilateral agreements with no possibility of settling 
payments multilaterally. The bilateralization of payments had led to the 
shrinking of trade. Restoring multilateral trade and payments was thus 
considered of primary importance. 

The issue of the European price level was of crucial importance for 
the popularity of the plan within economic circles. It was not only the 
Reichsbank that had ruled out the prospect of devaluing the Reichsmark 
after the western campaign. On 2 July 1940 Schlotterer said in a private 
meeting: ‘[RJecently a number of talks regarding the transformation of the 
export subsidization have been conducted with experts, during which it has 
turned out that the representatives of the German foreign economy who 
previously advocated a devaluation of the Reichsmark, now are against such a 
devaluation’.*” The possibility of manipulating the price level of the annexed 
countries was seen as a convenient alternative. This would allow Germany to 
eliminate the export subsidies. Before the war, subsidization had given rise 
to widespread discontent in the private sector, which had to fund it through 
a special tax, the Umlage auf die gewerbliche Wirtschaft. Therefore, by elimi- 
nating export subsidization the government met the needs of the private 
sector, fostering its approval. Summarizing the opinions of the local export- 
based economy, a Foreign Trade Office official wrote: ‘Reich Minister Funk 
has recently explained that after the war the Reichsmark will play a major 
role as a currency. When this state is reached, it will be possible to carry out 
an alignment of the selling prices in all European areas — maybe even outside 
it. As a consequence it will be possible again to sell all German products at 
normal prices. Export subsidization was only a makeshift. Export trade can 
be considered normal again when we do not even need to speak of export 
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subsidization or of a tax to subsidize exports. Our efforts should be geared 
towards reaching the German price level, insofar as this is possible consid- 
ering the relatively lower living standard of several European countries. If we 
do, foreign trade would become more profitable for exporting plants’. 


3 The Funk Plan 


A memo summarizing the results of the VO Section’s activity of June-July 
1940 was drawn up by ministry of economics official Carl-Gisbert Schultze- 
Schlutius, and sent for information of the main economic institutions in 
mid-July. The memo’s title shows, tellingly, that the clearing issue had 
become the linchpin of the whole plan: ‘Transformation of the German 
clearing system into a European Central Clearing’.** The overall goal of the 
plan was to ‘promote and intensify the integration of the German economic 
area with other economic areas by simplifying the payments and thus to 
prepare organically the economy of the European Greater Space’.*s The 
memo made a distinction between an internal and an external circle. The 
internal circle was to include Germany and German-occupied countries, 
that is, the Protectorate of Bohemia and Moravia, the General Government 
(the parts of Poland not annexed by the Reich), Denmark, Norway, the 
Netherlands, Belgium and Luxembourg. These countries would be integrated 
into a ‘completely centralized clearing’ (Zentralvollclearing). Members of the 
external circle, on the other hand, were instead to become part of a partially 
centralized clearing area (Zentralteilclearing). Which countries would be 
included in this circle was a matter that had yet to be decided, but a provi- 
sional list was provided: all South European states, Sweden, Switzerland, Italy, 
Greece, Turkey, the USSR, Iran, Spain and Portugal. The difference between 
the two circles was illustrated with an example: a sum transferred through 
the clearing system from the Netherlands (internal circle) to a payee resident 
in Norway (internal circle) or in Romania (external circle) would be paid into 
the German-—Dutch clearing account at the German Clearing House. This in 
turn would credit the payment to Norway and Romania respectively on the 
German-Norwegian and on the German-—Romanian clearing account. Vice 
versa, a payment procedure between Romania and Bulgaria would be made 
on a bilateral basis, without Germany being directly involved and according 
to the agreements already in force. The German occupation authorities had 
to regulate all transactions among the countries of the inner circle in a way 
that would prevent strong imbalances arising. A key point of the program 
was the ‘automatic management of the incoming and outgoing payments’, 
that is, the extension to the multilateral clearing of the rules governing 
the bilateral clearings, which allowed temporary trade imbalances to be 
financed by credit exposures denominated in German marks. All the curren- 
cies of the inner and outer circles would have a fixed exchange rate and 
would form a unitary exchange rate system in order to prepare the continent 
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for future monetary unification.*° The Reichsbank favoured the method of 
taking, as a point of reference, the exchange rates used in 1930, the last year 
before significant currency devaluations and the introduction of exchange 
controls. The exchange rates thus chosen did not need to reflect the internal 
purchasing powers for the different currencies, because lower prices had 
to be maintained in less-developed countries. The Reichsmark discount in 
Southeastern Europe had to be eliminated by a return to the official parity. 
Towards the end of July, the German plan was outlined in an inter-ministe- 
rial meeting convened by Funk at the ministry of economics.*’ In his speech, 
Funk voiced many of the ideas that the Reichsbank had supported in the 
Schlotterer committee. According to Funk, the currency question was not a 
primary factor: In the current circumstances, it could only do harm to create 
a new special currency for Europe. The first question was how to organize 
the economy after the war, whose end, in the eyes of the Nazis, seemed 
very near. Germany, Funk argued, had the political power to reorganize the 
European economy according to her own needs. Other countries would have 
to adapt their economies to ‘our plans and needs’. Following the free interac- 
tion of market forces would create too much attrition of national economic 
interests. Autarky was, however, a relative, not absolute, goal. Germany 
must be autarkic for war purposes, but otherwise, freedom of overseas trade 
should be restored. His slogan became ‘autarky and exports, not autarky or 
exports’. Within Europe, bilateral clearing arrangements had worked well, he 
said; but they tied Germany’s hands. It was therefore necessary to move to 
a multilateral system of payments. In practice, however, European countries 
fell into two groups: Denmark, Holland and Switzerland shared similar price 
levels, wages and salaries, taxes and incomes with Germany. But countries 
of a second group, belonging to Southeastern Europe, were too different to 
be included in a single payment or monetary union. Germany, Funk argued, 
now had the occupied economies under its direct control, which would allow 
her to manipulate their prices. However, this was not the case for countries of 
other greater spaces with which the Reich would resume trade after the war. 
Therefore, if the Reichsmark was to become a leading currency, not only in 
Europe but worldwide, the liberalization of commerce and financial trans- 
actions was unavoidable. In the future, therefore, all the different kinds of 
Reichsmark like the Sperrmark or the Registermark would have to be elimi- 
nated: ‘[T]here must be only one Reichsmark in circulation....In the future 
the free Reichsmark will become gold again.’ 

This approach provides notable insights: We can discern an awareness 
that a single currency must follow on from political and economic arrange- 
ments and could not be created before them. It also manifests a wish for the 
multilateralization of the clearing system (which, on a bilateral basis, was 
the result of at least a decade of monetary chaos in Europe), and a defini- 
tive rejection of the free market economy in favour of a ‘directed economy’ 
(Wirtschaftslenkung). All European countries were to be subordinated to 
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Germany’s interests, but a significant distinction was made between two 
different sorts of Europe when Funk spoke of the Central area and the 
Balkan area, the latter being closely tied to Nazi interests, but a much poorer 
region. According to Nazi racial Weltanschauung, in the future New Order 
these countries were simply to play the role of exporters of raw-materials 
and semi-manufactured goods. As for other great powers, Funk’s speech 
contained just a passing mention of Britain, a powerful financial centre 
which still gave no sign of surrender; it made no mention at all of other 
significant European countries: the Soviet Union, still an uneasy co-bel- 
ligerent, France, and — of the greatest interest for our purposes here — no 
mention of the role of Germany’s greatest ally, fascist Italy. 

On 25 July, Funk outlined the ‘Economic New Order for Europe’ to a select 
group of journalists. The speech was widely commented upon, not only in 
Germany, but also abroad (see next chapter). 

Perhaps not by chance, Funk started by remarking, ‘we shall cooperate 
closely with our ally Italy in all spheres and combine German and Italian 
economic forces for the purpose of European reconstruction’. 

Funk basically reiterated the concepts already expressed a few days before 
at the inter-ministerial meeting mentioned above, namely that ‘currency is 
always secondary to general economic policy’ and that with a rational divi- 
sion of labour between different states, the currency issue would simply be 
a question of monetary management, although with the Reichsmark in a 
dominant position; that the gold standard and consequent scarcity of money 
would disappear, thus making the payment of uncovered clearing balances 
much easier; that the transition to multilateral clearing was a goal; and that 
exchange rates would stabilize and exchange controls would not be neces- 
sary in the long term. However, on that occasion Funk made official the 
concept of an ideal division of the global economy into a few large areas: 
Europe, Russia, North America, South America, and East Asia. This division 
was different from what previous statements and rumours had suggested, 
and would be changed over time by adjustments that probably followed 
war developments. The United States — not yet at war with the Axis — must 
abandon the ‘erroneous idea’ of being the greatest international creditor and 
the greatest exporter at the same time. Even though he rejected the idea of an 
immediate common currency for Europe, Funk’s speech also contained a hint 
of what it might be, with the observation that his country’s war was financed 
by labour: ‘[W]hat is spent is what is produced.’ Bills based on labour, drawn 
by the government and discounted by the central bank, were the basis of 
money, and they had a stable value because prices and wages were stable; 
wages could be increased only following an increase in production.°? 

A relatively extensive part of the speech was dedicated to the gold issue, 
as this problem was particularly delicate. During the 1930s, as discussed in 
previous chapters, the bulk of gold reserves had converged upon the United 
States. Therefore, the future role of gold hinged on whether the United 
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States would accept its redistribution. Knowing that his speech would have 
a wide international audience, Funk said that the future of gold depended 
on the U.S. attitude. If the United States wanted to reverse the tendency to 
demonetize gold it must revalue the dollar, thus allowing gold to flow out 
and again become an effective international means of payment, at the cost 
of a temporary balance of payments crisis. 

The content of Funk’s speech is revealing of the way in which the rela- 
tionship with the United States was regarded in Germany during the war. 
At least until the United States entered the war in 1941, recovering some 
sort of economic partnership with the United States was considered as a 
precondition for the reconstruction of the world economy.*® An internal 
memo by an Economic Research Department official pointed out that the 
United States had conflicting interests on this matter. From a political point 
of view it had to devalue the dollar, as this would help support Great Britain 
in its struggle against Germany. From a purely economic point of view, 
however, the United States had to revalue the dollar in order to reverse 
the tendency to demonetize gold. The conclusion of the memo was that 
the Reich had to use the threat of severing any link with gold to force the 
United States to come to terms with Germany. ‘The Americans will have 
to make some concessions. The American gold reserves have reached such 
an amount that from an asset they have become a political liability and 
Versailles is beginning to take its revenge also on the Americans.” 


4 National Socialist ideology and the rationale of 
the Funk Plan 


As we have seen, the ideas that converged into the Funk Plan were picked up 
from different strategies that, in the previous years, had been endorsed by 
institutions and the business community. At the centre of the whole discus- 
sion was the question of how to create an international payments system 
that would achieve two objectives: (a) to make the Reichsmark an interna- 
tional reserve currency, performing a role appropriate to Germany’s victory; 
(b) to re-establish Germany’s integration in the world economy, without 
undermining this leading role. It was a common assumption that liberal- 
izing foreign economic relations was crucial to the achievement of this 
second goal. Critical terms such as Zwangswirtschaft (command economy) - a 
completely planned economy akin to the hated communist system — were 
used to speak of the condition of the German economy. Hitler himself, in a 
speech delivered on 11 September 1935, had stressed that it was necessary to 
‘transform the barter [that is, the clearing system] which, frankly speaking, 
seems primitive, into free and modern trade’.*? The Reichsbank vice president, 
Emil Puhl, used to say that foreign trade control, as it had been developed 
in Germany, was at Brotkartenniveau, that is, akin to food rationing for war. 
When planning for the future, therefore, all participants started from the 
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shared assumption that in the future the Zwangswirtschaft would be replaced 
by its virtuous brother, the Wirtschaftslenkung (state-led economy). The state 
would reduce its role to that of an overseer, and private initiative, excessively 
restrained as a consequence of economic turmoil, would be restored. This of 
course left huge room for speculation on which specific form this harmonious 
interplay between state and private actors should assume. National Socialism 
never established an ideological orthodoxy on this point. The official guide- 
line was that it pursued a third way between capitalism and socialism, but 
it was never really explained how this was to be concretely achieved. As in 
many other fields, National Socialist ideology remained polycentric. It drew 
sharp borders against its ideological enemies (liberalism, Judaism, bolshe- 
vism) but left room for manoeuvre within those parameters. 

Therefore, even if it were commonly accepted that the system established 
by the New Plan in 1934 must be reformed, sharp differences arose when 
it came to the choice of the actual way to achieve this goal. The method 
chosen by the Schlotterer committee (see Section 2 above) adopted many of 
the ideas supported by the Reichsbank. It was a moderate program, as many 
of the claims for rapid liberalization had to be dismissed. Nevertheless, it met 
some demands, such as those for the multilateralization of trade, the crea- 
tion of a fixed exchange rate area, the elimination of export subsidies and, 
last but not least, the possibility for many larger German firms to acquire 
company shares at cheap prices in the occupied territories. Moreover, by 
maintaining the existing currency borders within the greater space, the 
plan made it possible to transfer inflationary pressures from the German 
market to trading partners through the accumulation of clearing debts. 
This contributed to the internal stability of the Reichsmark, which in turn 
strengthened German war financing and the domestic front. 

The planning activity provides interesting insights into the role of the 
Reichsbank in the Nazi power system.’ After Schacht’s dismissal in 1939, 
a decree by the Führer subordinated the Central Bank directly to Hitler, 
thus curbing the relative degree of autonomy it had enjoyed up until 
then.** Nonetheless, the Central Bank could still exert autonomous power 
when monetary policy measures without any immediate political signifi- 
cance were under discussion. This is demonstrated by the fact that the 
Reichsbank played the main role in setting the guidelines of the Funk plan. 
This interpretation is supported by a memo drawn up in September 1940 by 
the Reichsbank itself, entitled, ‘Who is competent to decide on monetary 
policy?’ The drafter complained about the tendency of the Reich’s ministry 
of economics to encroach on monetary policy. The ministry motivated its 
intervention by arguing that ‘today [monetary] stability rests primarily on 
price and loan policy, which the Reichsbank can in no way influence’.* 
According to the Reichsbank, both Hitler and Goring had the authority 
to oversee and direct (Aufsichts- und Weisungsrecht) monetary policy, but 
beneath them no institution other than the Reichsbank was competent in 
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this field. This was due in the first instance to the fact that no other insti- 
tution had the necessary expertise: ‘[MJonetary policy requires a substan- 
tial amount of experience and knowledge, which the officials of the Reich’s 
ministry of economics in question cannot have (see the proposal launched 
by them on the new bank law or the proposal for a European Bank to direct 
European currency transactions).’ 

The planning of the greater space economy in summer 1940 has been 
considered a typical instance of the polycratic chaos of the Third Reich, 
which hindered any rational decision-making process.*® This view must 
be revised: The interaction between different institutions was, rather, the 
expression of what the German historian Rüdiger Hachtmann calls, ‘New 
Statehood’: a form of statehood peculiar to National Socialism, which 
replaced the traditional bureaucratic state.” According to this interpreta- 
tion, the effectiveness of decision-making was guaranteed, not by the tradi- 
tional bureaucracy, but through personalization, informalization, and the 
creation of special agencies to deal with particular problems. The discussions 
did not take place at the level of the cabinet, which was never convened 
after 1937. They unfolded through ad hoc commissions of experts which 
dealt efficiently with a number of issues, giving them rational responses. 

The Funk Plan’s rationality lies in the fact that, as has already been pointed 
out, it largely met the expectations of the private economy, was an effective 
tool for the exploitation of the European economies, and at the same time 
set the basis for the future European payments system. It should be noted 
that ten years later, in a similar situation — the pathological bilateraliza- 
tion of trade and widespread state controls on foreign trade through foreign 
exchange regulations — a similar therapy was adopted to cure the same 
disease. The European Payments Union, established in 1950 between the 
Organisation for European Economic Co-operation (OEEC) countries, was 
a central clearing system very closely resembling the Funk Plan of 1940.48 
There was, of course, a radical difference between them: The Funk Plan did 
not contain any provisions to prevent one member from becoming over- 
indebted towards the others, whereas the EPU did have such a mechanism: 
a crucial difference, as the Nazi plan was instrumental to the Reich’s policy 
of accumulating debts without any automatic obligation to repay them. As 
was Clear to all its proponents, the multilateralization of payments did not 
enable the achievement of balance within the greater space, as Germany 
had only liabilities, and its indebtedness was to increase enormously during 
the war.” Internally, this aspect was admitted by Reichsbank officials. In 
June 1941 Reichsbank vice president Emil Puhl delivered a speech at the 
industrialists’ association, describing the state of the multilateral clearing 
almost one year after its implementation. This description of the multilat- 
eral system confirms and magnifies the Nazi government’s ambivalence 
on bilateral clearing (see Chapter 5): On one side, the Germans wanted 
to exploit the possibility of accumulating trade debts (that is, of keeping 
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their trade balance in deficit and thus achieving better terms of trade); on 
the other, they saw a long-term objective of rebalancing their trade with 
substantial export growth. ‘We must be aware’, said Puhl, 

that the feasibility of the multilateral clearing idea depends completely 
on the possibility to handle the clearing credits freely. Internal trade rela- 
tions are fruitful only when both parts see in the payments not only force, 
but also the greatest possible advantage. This, however, also implies that 
the exchange of goods does not only take place in fixed quotas but that 
besides the quotas a certain freedom of movement remains. Otherwise 
an excessively rigid bilateralism would be imposed on all economic rela- 
tions. So far, we have managed to include a great number of partners in 
the central clearing. But we still have a good deal of work to do before this 
system becomes more attractive for all the partners than other forms of 
international traffic. A substantial precondition for this is an increase in 
German goods and capital exports, through which member countries will 
be provided by us with the commodities and the capital they need.*° 

Considering the central clearing merely as a tool of exploitation, however, 
is only possible with a good deal of hindsight. In summer 1940 it was not 
clear which way the war was heading and how long it would last. Therefore, 
seen through the eyes of its proponents, the Funk Plan was more than just 
the tool of exploitation that it might seem today. A further aspect must also 
be taken into consideration: If Germany won the war, as was then expected, 
it would acquire all the political leverage necessary to become the conti- 
nent’s most powerful economy. The recovery of German export strength 
after the war would restore the Reichsmark as an international currency, 
and clearing liabilities in Reichsmarks would become widely accepted as 
a means of payment. In the post-war era as imagined by German officials, 
Berlin would replace London for international payments. Therefore, it was 
natural to think that the central banks of foreign countries might consider it 
convenient to hold assets in Berlin as they previously had done in London. 
True, the Reichsbank itself believed that some sort of gold peg was necessary 
to make the Reichsmark an international currency. But as has already been 
indicated, the Reichsbank considered it possible to come to terms with the 
United States on redistribution of gold reserves. This would allow Berlin to 
establish itself as a financial center within the greater space. 

In this regard, it is interesting to briefly consider a proposal over which, 
in those years, a debate was raging in economic journals. Some economists 
supported the creation of what was then called the Reichsmarkkernwahrung 
(Reichsmark Core Currency), a payments system in which Reichsmark 
reserves would become the coverage of all greater space currencies.°' The 
implementation of this system would give Germany the power indirectly 
to regulate money issuing for the whole European area. The idea developed 
from the fact that a similar procedure had been adopted in occupied coun- 
tries such as Poland, Belgium and the Netherlands, where clearing bonds 
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had been used as a money issuance base.** Remarkably, the journal of the 
Reich Group Banks (Reichsgruppe Banken) argued against the proposal that 
an inconvertible currency could not become a foreign exchange reserve. 
According to the economist Hans Herbert Hohlfeld,’ the system would 
work only if all member countries transferred their gold reserves to Berlin, 
receiving bonds in exchange that would be used to fund money issuance. 
But being based on gold, Hohlfeld argued, such a system entailed the same 
automatism as the gold standard. Though Hohlfeld’s criticism mirrored 
many of the opinions it itself endorsed, the Reichsbank bitterly reprimanded 
him. Indeed, his argumentation involuntarily showed the weakness of the 
Funk Plan by highlighting that the Reichsmark was not strong enough to 
become an international currency. Such opinions could only be expressed 
in internal debates and surely not in the press.*4 


